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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S. $ million and represent Exchange rate as of 11/28/83 
period averages unless otherwise indicated one dollar equals 19 Arg. Pesos 


1981 1982  %Change 1983 P/ 
ee 1981/82 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at constant 1970 price 27,803 26,307 
GDP at current prices 104,674 60,136 
Per capita GDP, current prices (dollars) 3,648B/ 2,062B/ 
Total Consumption Expend., current prices 86,005 46,823 
Gross Investment, current prices 21,527 10,980 
Industrial Production Index (1970=100) 98.7 93.9 
Population (thousands) 28,693 29,158 
Labor Force (thousands) 11,034 11,164 
Avg. Unemployment Rate (Apr.) (%) 4.1 6.0 
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MONEY AND PRICES 


Money Supply (M1) (Dec.) (Million a.pesos) 14,864 60,000 
Interest Rate, Commercial Banks (Dec.) (%) 103.3 175.0 
Indices: 
Wholesale prices (Dec.1980=100) (Dec. ) 1,151.9 5,800 
Consumer prices (Dec.1980=100) (Dec. ) 716.3 3,600 


BALANCE OF PAYMENTS AND TRADE 


Gold & For.Exch. Reserves, Gross(Dec.31l) 3,877 3,047 . 3,250 
External Debt, Public & Private (Dec.31l) 35,671 38,736 -6 41,000 
Balance of Payments -3,910 -5,500 -1,900 
Balance of Trade -287 +2,288 +3,500 
Exports, Total (FOB) 9,143 7,625 16.6 7,700 
Exports to U.S. 843 1,007 19.5 650 

U.S. Share (%) 9.2 13.2 8.4 
Imports, Total (CIF) 9,430 5,337 43.4 4,200 
Imports from U.S. 2,073 1,160 44.0 950 

U.S. Share (%) 22.0 ohel 22.6 


Main imports from the United States: bituminous coal; organic chemicals; resins, rubber 
& plastic materials; aircraft; civil engineer & contractors equipment; ADP machinery & 
auxiliary equipment; electrical machinery & apparatus; internal combustion piston 
engines and parts. 


P/ Projected 

A/ GDP at current dollars reflect changes in the peso/dollar parity in addition to 
inflation and real growth. Thus, percentages are not reported since they would reflect 
a monetary impact rather than a current change in the economy. 


B/ The 1983 IBRD World Atlas shows $2,560. Inflation, exchange rate changes, and 
measurement problems per capita GDP a weak indicator. 


SOURCE: Central Bank, INDEC, Ministry of Economy, all in Buenos Aires. 





SUMMARY 


In open, free. and honest elections. Dr. Raul Alfonsin. the 
candidate of the Radical Civic Union. became President of 
Argentina by an absolute majority. The return to democracy 
has given the Argentine spirit a considerable boost. but the 
new government faces substantial problems. not the least of 
which are in the economic arena. 


On the bright side. Argentina has experienced modest economic 
growth for five consecutive quarters beginning in the second 
half of 1982. Led by the industrial sector. and assisted by 
a record wheat crop. Argentina's GDP grew between two and 
three percent in 1983. Due to early problems with wage 
policy and a loss of control of the fiscal deficit. the 
government was unable to constrain price inflation. which 
reached approximately 400 percent for 1983. Argentina’s 
balance-of-payments adjustment program was more successful. 
Preliminary figures indicate a possible trade surplus of $3.5 
billion, exceeding the target of $3.0 billion. Because of a 
significant decline in commodity prices and a decrease in 
meat and manufactured exports. the surplus on the trade 
account was largely achieved by limiting imports. both by 
market mechanisms and direct restrictions. A considerable 
measure of confidence has been restored since the elections. 
The pronouncements of the Radical Party's leaders indicate a 
generally orthodox approach to Argentina’s economic problems, 


with its primary priority to curb inflation by reducing the 
fiscal deficit. The 1983/84 wheat crop looks bountiful. and 
excellent corn and soybean crops should also give the economy 
and exports forward momentum. 


Argentina does face serious financial problems with payments 
delays and tight restrictions on imports. Notwithstanding. 
Argentina remains a major market for the United States. 
Major projects in the hydroelectric field. the petrochemical 
industry. and other areas afford significant trade 
opportunities for services and capital equipment. As 

economic recovery continues. the market should expand for raw 
materials and industrial supplies. Exporters have good 
prospects in Argentina if they take the long-term view and 
are flexible in financing. in seeking more local 
participation. and relying on good local representation. 


CURRENT ECONOMIC SITUATION AND TRENDS 


THE POLITICAL SETTING: In an orderly. free. and open 
electoral process. Dr. Raul Alfonsin. of the Radical Civic 
Union, garnered 52 percent of the vote on October 30. 1983 
and became President of the Argentine Republic on December 10. 
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Over 14,000 officials. national. provincial. and municipal. 
were elected. The Radical Civic Union won an absolute. but 
slim. majority in the House of Deputies. Neither large 
party. the Radicals nor the Peronists. won an _ absolute 
majority in the Senate. All parties had access to the media. 
which operated with little restraint. and the political 
debate was free and open. The State of Siege in place since 
1975 was lifted prior to the elections. The Judiciary is 
acting with increasing independence from the _ executive 
branch. Trade unions enjoy greater freedom than in_ the 
recent past. and during 1983 played an important role in the 
electoral process and in the determination of economic 
policy. The approach of the elections and the transfer of 
power made it increasingly difficult for the transitional 
government to manage an economy beset with inflation and 
Other problems: many important decisions were postponed. But 
the mood of the nation was notably brighter following the 
election as the country looked forward to a democratic period. 


SLOW ECONOMIC RECOVERY CONTINUES: The 1980-82 _ recession 
bottomed out in the middle of 1982. In the first half of 
1983. official data show that GDP grew 1.8 percent over the 
same‘ period in 1982. It is widely believed that biases in 
the data understate the degree of the recovery. The 
manufacturing sector led the way. growing around 11 percent 
in the first half of 1983 over the comparable period in 
1982. Agricultural demand helped. as did import substitution 
and increases in real wages. The recovery. however, was 
spotty. 


The output of the textile. automobile. chemical and paper 
industries grew rapidly. The construction industry remained 
deeply depressed. however. falling another 18 percent in the 
first half of the year according to official data. 
Preliminary figures indicate that overall recovery continued 
in the third quarter. although construction remained in the 
doldrums. Utilization of installed capacity by the end of 
the third quarter may have been as high as 75 percent. 
Installed capacity was. however. considerably reduced during 
the prolonged recession; thus unemployment and 
underemployment have only declined marginally. Estimates are 
that the recovery may have begun to stall in the fourth 
quarter due to uncertainties about the future and continued 
low investment levels. 


THE IMF _ _PROGRAM DOES NOT SLOW DOMESTIC INFLATION: In 
conjunction with the IMF program, the Argentine Government 
had planned in 1983 on real growth in GDP of five percent and 
_an increase in real salaries of five percent. while reducing 
wholesale price inflation to 160 percent. principally by 
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reducing the fiscal deficit. However, early in the year. the 
transitional government was unable to resist pressures to 
raise wages beyond the targets and these wage hikes had a 
telling effect on price inflation by the third quarter of the 
year. 


The consumer price index rose 17.2 percent in August and 21.4 
percent in September. the highest monthly rates since April 
1976. The wholesale price index rose 17.8 percent in August 
and 24.2 percent in Segtember. the latter the highest rate 
since the monetary reforms introduced by the previous Central 
Bank President in July 1982. Price inflation moderated 
somewhat in October, with consumer prices rising 17 percent 
and wholesale prices. 15.7 percent. However. inflation was 
expected to rise above '20 percent in the last two months of 
1983. so that by year-end. both consumer and wholesale prices 
were estimated at 400 percent for 1983. 


The reasons for high inflation are manifold. Uncertainty 
about the future induced firms to raise prices. Price 
controls on firms with market power did not’ work 
effectively. Food prices often led the inflation as beef is 
heavily weighted in both indexes. and cattlemen rebuilt their 
herds rather than sell their stock. The government raised 
public service tariffs. generally above inflation rates. to 
prevent drains on the Treasury. But above all. real wages in 
the industrial sector. including state enterprises. rose an 
estimated 22 percent from December 1982 through November 1983 
while public administration wages rose around 16 percent over 
the same period. 


Inflation rates higher than anticipated by the government 
often resulted in negative interest rates rather than the 
neutral or slightly positive rates the government sought. 
The economy thus became further demonetized. and there has 
been some capital flight. By August the government. had 
regulated virtually the entire deposit system. making credit 
to the private sector extremely tight. The public sector 
deficit rose well beyond the government’s target of 8 percent 
of GDP. Beginning early in 1983 the government held overall 
expenditures down by cutting the public investment program. 
Favorable seasonal factors. coupled with maneuvers on debt 
and- interest. enabled the government to meet its fiscal (and 
monetary) targets through the first half of the year. 
Revenues were much less than anticipated. Customs receipts 
from imports declined substantially. Tax evasion had been 
widespread and efforts by the transitional government at 
greater enforcement appeared unavailing. Tax receipts often 
fall in pre-election periods. Estimates of the 1983 budget 
deficit as a percentage of GDP range from 10 to 13 percent. 
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THE FAVORABLE TRADE BALANCE EXCEEDED EXPECTATIONS: 
Preliminary 1983 data indicate that Argentina exceeded the 
targeted $3.0 billion trade surplus, although both exports 
and imports were lower than anticipated. At the end of 
September. Argentina's exports were 0.6 percent less in value 
compared to the same period in 1982. despite a record wheat 
crop. This decline was due to a sharp fall in commodity 
prices, reduced meat and manufactured exports. and a shift to 
unrecorded trade. Imports fell 16 percent over the same time 
frame. Argentina continued to limit sharply imports of 
consumer and intermediate goods through market mechanisms and 
direct restrictions. Imports of capital goods fell due to low 
investment levels. Thus in the first nine months of the 
year, Argentina already had a trade surplus of about $2.7 
billion. Argentina's economic policymakers adjusted the 
exchange rate. as declared, at roughly the same rate as 
domestic inflation. Current estimates are that 1983 exports 
will total $7.7 billion and imports $4.2 billion. Although 
interest costs have been somewhat higher than projected and 
medium— and long-term capital inflows appear less_ than 
anticipated, the trade surplus will cover over 60 percent of 
the deficit in the services account. 


FINANCIAL RESTRUCTURING DELAYED: Argentina received all three 
tranches, albeit somewhat late. of a $1.1 billion private 
bank bridge loan. In addition to purchasing from the 
compensatory financing facility of the IMF. the first two 
tranches under the IMF program were drawn. However. only one 
tranche was received of the $1.5 billion private bank 
medium-term loan, the $500 million which was. originally 
scheduled for disbursement in June 1983. Delays in planned 
financing limited Argentina's ability to bring its arrears in 
interest and other payments completely current. though 
arrears were sharply reduced. By mid-September commercial 
payments were generally current. interest payments’ only 
slightly in arrears. and service payments also close to 
current, although many royalty and profit remittances had 
been — in BONEX (Argentine dollar-denominated external 
bonds). 


There were also delays in arranging the restructuring of 
principle payments due in 1982 and 1983. Just as these 
refinancing arrangements were about to be completed in late 
September, the ruling of a judge halted the refinancing 
process and his detention of Argentina's Central Bank 
President shocked both the Argentine and the _ international 
financial community. The legal matter was fairly rapidly 
clarified but the transitional government was unable to 
complete the refinancing of state-enterprise debt. The severe 
shake of confidence and shortage in liquid reserves led the 
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government on September 30 to impose total exchange controls 
and to prohibit imports entirely (though some constraints on 
imports were soon lifted). Over the course of the subsequent 
months exchange controls and import restrictions had been 
steadily relaxed. 


THE OUTLOOK: A substantial measure of confidence was restored 
by the elections. In the month preceding the elections the 
difference between the official rate and the rate in the 
“parallel” market had risen as high as 100 percent. A month 
after the election the spread dropped below 20 percent. in 
the first month following the elections. the new government 
made few concrete detailed policy pronouncements. These 
announcements indicated a basically orthodox ‘approach to 
Argentina's economic problems. Combatting inflation is a 
primary goal of the new government. and it plans to reduce 
inflation by bringing down the fiscal deficit. both cutting 
expenditures and increasing revenues (primarily through more 
efficient collection). it will continue to encourage 
exports. while sharply curtailing imports. thereby sustaining 
a large favorable balance of trade to help service Argentina’s 
foreign debt. Nature has been good to Argentina's new 
democracy. The wheat crop may well be almost as bountiful as 
1983's record crop and prospects are good for a large soybean 
crop. 


IMPLICATIONS FOR THE UNITED STATES 


IMPORT PERFORMANCE: The following table shows the sharp drop 
in imports beginning in 1982 and estimates for 1983 imports 
by major categories: 


ARGENTINA — IMPORTS (C.1.F.) BY MAJOR CATEGORIES 1980-83 
(Millions of Dollars) 
1980 1981 1982 
CAPITAL GOODS 2.392 1,900 1,000 
INTERMEDIATE GOODS S.9%7 4,938 3,200 
CONSUMPTION GOODS 1,857 1,520 350 


FUELS AND LUBRICANTS 1.075 1,022 800 
TOTAL 10,541 9,380 5.350 


1983 data are estimates. 
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The explanation for the sharp fall in capital equipment 
imports is the large drop in fixed gross investment as 
economic activity and confidence’ declined. Imports of 
intermediate goods have fallen much less. In some areas, the 
market is even strong. For example. imports of chemicals have 
held up well in 1983 since they reflect the recovery in 
industrial production and in. agriculture which began in the 
second half of 1982. 


For 1984, most observers expect a higher level of imports than 
in 1983. As the economy continues to recover from recession 
and as utilization of industrial capacity increases. imports 
of machinery. capital equipment and intermediate raw materials 
should also increase. Since there may be an initial period of 
increased import restrictions, these upward tendencies may not 
be reflected at the start of 1984. As the year progresses 
higher levels of imports should occur. When this begins. the 
United States may have a chance to increase its traditional 
share of the market from the current 21-22 percent level, 
especially if aggressive efforts are supported with trade 
credits. 


MAJOR PROJECTS: Because of uncertainties, austerity and other 
priorities, major projects generally advanced little in 1983. 
Economic experts of both major parties have’ indicated. 
however. their interest in stimulating the economy by starting 
major projects for which financing is available and which 
provide a stimulus to local industry. Housing projects are to 
be given priority because of their social impact and effects 
on the construction industry which is operating far below its 
Capacity. Although housing does not’ provide a= major 
opportunity for U.S. suppliers. since most basic building 
materials are locally produced, reactivation of the 
construction industry could provide an opportunity for 
equipment sales such as hand tools. materials handling 
equipment and earthmoving items. 


Some extremely large hydroelectric projects will also be 
Started including the Piedra del Aguila hydroelectric project 
(1,400MW). to which the Inter-American Development Bank (IDB) 
has committed $400 million. Bids for the civil works were 
received in October. Most requests for equipment bids will be 
issued in early 1984. 


The civil works construction contract for the huge Yacyreta 
hydroelectric project (2.400MW). a joint Argentine-Paraguayan 
project was finally signed on October 20 after lengthy 
delays. The civil works will be built by an Italian-French 
consortium while Allis Chalmers has been selected for the 
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turbines. The U.S. Export-Import Bank has made a $400 million 
commitment to finance the turbines as well as other equipment 
purchases from the United States. The World Bank and the IDB 
have each made a loan for $210 million for the civil works. 
Much additional financing is needed for the project which will 
probably cost well over 5 billion dollars. 


In the petrochemical field. a polypropylene plant. with a 
capacity of 40.000 metric tons per year. should be under 
construction in the second half of 1984. A vinyl chloride 
monomer plant. capable of producing 130.000 metric tons per 
year, is already under construction. Projects currently under 
study include a high density polyethylene plant. expansion of 
an existing ethylene plant from 200.000 metric tons per year 
to 240.000 metric tons. a methanol plant with a capacity of 
540.000 metric tons per year. a urea plant of 100.000 metric 
tons per year. and a synthetic gasoline plant using natural 
gas as feedstock. Although not all these projects will be 
Started during 1984 because of lack of financing. the 
petrochemical field remains an attractive sector for sales of 
U.S. services and equipment. Argentina is fortunate in having 
an excess of gas and enough petroleum to be self-sufficient. 
Within the constraints of its petroleum legislation and 
policies, the Argentine Government is interested in building 
additional gas pipelines. encouraging the use of natural gas 
by industry. increasing petroleum production and upgrading its 
gas and petroleum processing plants. 


A large project already underway is the conversion of the La 
Plata and Lujan de Cuyo refineries to produce lighter grades 
of refined petroleum products. This $300 million project is 
partly financed by a World Bank loan of $200 million. The 
engineering and supervisory contract was given to Japan 
Gasoline and the local company SADE for the La Plata refinery. 
while Lummus (U.S.) and Techint (a local firm) were given the 
contract for Lujan de Cuyo. 


In the education field. procurement is underway on a $144 
million project. including a World Bank loan of $56 million. 
for a major upgrading and expansion of the system for 
technical and scientific education for the entire country. 
Although U.S. firms do not have much chance of participating 
in the building phase. there are excellent opportunities for 
firms supplying teaching equipment and _ technology. As a 
separate project. an IDB loan is helping to - improve 
Argentina's agricultural teaching system but this project is 
much further along in its procurement phase than the technical 
education project. 
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Further possibilities exist for sales to the Argentine 
railroads. Although the present foreign exchange shortage 
makes massive new purchases unlikely. the need to obtain 
additional motive power. upgrade existing locomotives and in 
general improve efficiency is so great there will continue to 
be purchases if prices and financing terms are competitive. 


COMPETITIVE FINANCING: A major factor which will determine the 
commercial position of the United States in the Argentine 
market is the availability of competitive financing for some 
exports. There are some interesting major projects (Piedra 
del Aguila. communications satellite. Yacyreta) which will 
represent major opportunities for the United States’ if 
competitive financing is available at reasonable rates. The 
current balance-of-—payments and foreign debt problems 
strengthen the need for U.S. exporters to have access to such 
financing. Some of the United States’ main export competitors 
are maintaining their share of the market by having financing 
available. For intermediary goods. normal trade financing is 
also important and often essential. 


U.S. TRADE PROMOTION EVENTS: During 1984 the Embassy will 
organize the following trade events in Buenos Aires to promote 
U.S. sales to Argentina: 


Security & Safety Equipment Trade Mission 

April 9-11, 1984 

Exposicion de Maquinas Herramientas—EMAQH Machine Tool 
Trade Show, May 10-20, 1984 

Agricultural Equipment Exhibition (at the Rural Show) 
July/August 1984 

Textile Machinery Trade Mission 

August 8-10. 1984 

Medequip USA Exhibition (Medical and Health Care Equipment) 
October 1984 

Electric Power Equipment Seminar Mission 

November 1984 

Computer Software and Services Seminar Mission 
November 1984 


U.S. firms interested in participating should contact’ the 
Commercial Section of the Embassy or the nearest Department of 
Commerce District Office for additional information. 





CONCLUSION 


There is no question Argentina is facing serious financial 
problems. Moreover. we can expect some economic nationalism 
and protectionism as the newly elected government emphasizes 
recovery from the sharp recession of the last few years. 
There will be payments delays and also increased direct 
controls over certain types of imports. Selling to Argentina 
in 1984 will be much more difficult than during the 1978-81 
period. 


Despite these problems, Argentina remains a major market for 
the United States. In addition to the major _ projects 
discussed previously. excellent sales possibilities exist in 
electric power equipment. oil and gas field equipment. 
computers and peripherals. communications equipment. organic 
chemicals. machine tools. health care equipment. food 
processing equipment. mining equipment and plastics processing 
machinery. Further information on these sectors is available 
from the Commercial Section of the U.S. Embassy in Buenos 
Aires. 


Exporters should consider this market on a long-term basis. 
U.S. firms should consider improving their position in the 
market during the current recession to be able to _ take 
advantage of a future economic recovery. U.S. exporters 
should be prepared to work through local agents. distributors 


and representatives. They should be prepared to be flexible 
on having as much local participation as possible both in 
services and equipment projects. With appropriate financing. 
competitive prices and good local representation. U.S. 
exporters should be able to increase the U.S. share of this 
important market. 


® U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:581 
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